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Key success factors to setup business in India 

 

The present article aims at encouraging executives from small and middle scale European 

companies to set up business in India. With this objective we present the main variables which make 

India an attractive business destination, the major obstacles limiting the access to available 

opportunities and, finally, a few suggestions to avoid those constraints and increase their chances of 

success in establishing operations in this country.   

 Any internationalization process, regardless of its magnitude or destination, constitutes a major 

decision in the life of a company, with far reaching implications. Given the difficulties which that 

decision implies, in the introduction of this paper we present an approach which may break the 

generic conflict many industrial SMEs face in venturing on their first foreign establishment. 

1. The conflict of many SMEs when assessing a foreign setup  

As managers, we share at least one common objective: make our company prosperous now as well 

as in the future. We daily devote vast efforts to pursue a goal which appears ever more distant, as 

shown by decreasing market shares, profit figures far from our targets, mounting liquidity 

problems, growing labor disputes, etc., which eventually jeopardize the company‟s long-term 

viability.  

The instinctive reaction to this situation is to redouble our efforts in tackling each one of these 

problems as they arise and, generally, jumping from one to another as their effects on a certain 

local area become unbearable. We are genuine experts in solving problems; each day we return 

home exhausted after resolving a countless number of problems to find ourselves, on the following 

day, with an almost identical number of similar fires to extinguish. 

This modus operandi has two pernicious effects on business performance, because: 

 The attention of the management team is scattered through a number of problems which 
exceeds the amount they can manage effectively   

 It generates high bad multitasking levels, which are utterly inefficient 

 Enormous efforts are  diverted to combat undesirable effects, or problems‟ symptoms, 
rather than addressing their root causes  

Thus, it is not surprising that many of these problems eventually develop a chronic nature, which 

decisively burdens the companies‟ progress. 

1.1 Root cause analysis 

While that is the most common approach to dealing with daily problems, there is an alternative 
approach. According to Dr. E. Goldratt, author of the Theory of Constraints, “Systems converge; 
common causes appear as we dive down. If we dive deep enough, we’ll see that there are very few 
elements on the base –the root causes– which through cause-and-effect connections are governing the 
whole system. The result of systematically applying the question Why? is not enormous complexity, but 
rather wonderful simplicity” 
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Should we believed this principle of “inherent simplicity” and looked for the ultimate cause/s of the 
loads of undesirable effects we encounter, we may identify a few root problems or limitations in 
which to focus our attention and leverage our efforts to substantially improve the performance of 
the company as a whole. 

Chart 1 depicts a simplified analysis of that type, on some harsh facts numerous industrial SMEs 
have been facing for several years now. The chart is read from bottom to top, and arrows 
represent “IF…THEN…” connections. An ellipse around the arrows implies that two or more causes 
have to concur simultaneously to produce the predicted effect.   

This way we would start reading the diagram with the sentence “IF our production is mainly local 
AND costs in low cost countries (LCC’s) are sensibly lower than those in western countries THEN our 
costs are higher than those of competitors from LCC’s. 

If we go on reading each of these connections until we complete the chart we will notice that all 
undesirable effects presented initially grow from just two root causes (squared by dotted lines): 
sticking to traditional management methodologies, which restrict our ability to develop a 
decisive competitive edge, and location of the production in high cost countries, Europe in our 
case, where price of resources is appreciably higher than those in lower cost countries, whose 
companies have a growing presence in our markets.  

In the analysis, it should also be noted the presence of three negative feedback relationships, or 

vicious circles, which aggravate the situation in each cycle; this would explain to a large extent the 

progressive deterioration that many of our SMEs have experienced in recent years. 
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Chart 1 

This is a simplified analysis. Some entities, which might have facilitated a better comprehension, have 

been omitted due to space limitations. 
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1.2 The generic conflict 

Given the article‟s internationalization approach, we focus our current analysis on the location 
issues, leaving for another occasion the questioning of the paradigms which shape the managing 
methodologies above mentioned. 

In view of the presented diagram it is clear that, if our objective is to have a prosperous company 
now and in the future, we need to keep our costs competitive globally. And if so, a sensible action 
to be taken immediately could be to relocate part of our production in a low cost company. 

This need is clear since a long time for most managers; however, many of them keep on postponing 
this decision. Why? 

The answer could be found in the fact that to reach the aforementioned objective it‟s equally vital 
to avoid risks which may compromise the viability of the company. 

And to match this need the right decision seems to be not to embark in a foreign setup.  

It‟s obvious that we can‟t setup business units in LCC‟s and, at the same time, not embark on foreign 
setups. Chart 2 summarizes this generic conflict faced by many managers.  

 

                                 NEEDS                                             ACTIONS 

                    OBJECTIVE 

 

 

 

 

Chart 2 

 

1.3 Direction of the solution 

Traditionally, we address such conflicts through three alternative strategies:  

 Choose one of the actions, usually the one that meets the most urgent need, so that we 

leave the other unmet. This, by definition, entails forgoing the common objective. 

 Keep on jumping from one action to the other as the effects of not achieving the unmet 

need become unsustainable. This prevents, likewise, achieving the objective. 

 Agree to a middle or compromise solution between both actions, which does not fully 

satisfy either need but is, somehow, bearable from both sides. This is again an option that 

inhibits the achievement of the goal. 
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There is an alternative way of dealing with the conflict: should we find that any the underlying 

assumptions, which make us believe we are in a conflict, although apparently true, is erroneous, we 

could break the conflict and solve the problem.  

Let‟s see…If we focus on entities C and D‟ and try to reveal the underlying assumptions behind this 

connection, in order to avoid risks which may compromise company viability we must not embark on  

foreign setups BECAUSE… 

1. A setup in an unknown environment implies substantial risk. 

2. Continuing with the activity the same way it has been so far ensures our company‟s long 

term stability  

 

There‟s absolutely no doubt about the certainty of the first assumption, any foreign setup involves 

risk, which will be greater the more distant or unknown the destination is.   

But, the assumption that keeping things the way they‟ve been till date guarantees the security of 

the company in the long-term, IS IT REALLY TRUE?  

Although this perception keeps on restraining the overseas expansion of many companies around 

us, abundant experiences show that in the current environment of global competition, for many 

industrial companies, such business immobility entails a risk higher than that involved in a foreign 

venture. 

We can see that the apparent conflict is nothing but the result of a distorted perception of inherent 

risks, which has paralyzed for so many years an internationalization process which is vital to the 

survival of many companies. It appears that we, as humans, have an asymmetric perception of risk. 

We are very precise assessing risks of „doing‟, while we usually underrate or neglect those of „not 

doing‟. 

A business is, by definition, an activity involving risk and our responsibility, as managers, is to guide 

companies through a path of progressive growth while reinforcing their stability. Trying to avoid 

systematically any immediate risk involves, in the long-term, the assumption of a significantly larger 

risk that may become a threat to the viability of the company as a whole. Chart 3 shows the 

proposed solution.  

                                 NEEDS                                                   
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Chart 3 

Once we have established the importance, for some industrial companies, of pursuing foreign 

ventures and shown how to break the conflict which often blocks them, we devote the rest of the 

article to present opportunities, obstacles and key success factors of one of the most popular 

alternatives nowadays, India. 
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2 The Indian offer 

Due to its dimension, diversity and singularity, India is an indescribable country; it has to be known 

personally to get a bare understanding of its nature. Furthermore, this is one of the most intense 

experiences that may be lived. India strongly penetrates the five senses, from its smell, heat and 

humidity which permeate everything from the moment the airplane doors are open, or its brightness 

and colorful landscapes, to the chaotic streets and noisy people, or the intense taste and flavors of 

its spiced dishes.   

Notwithstanding the above, we will try to expose some basic facts.  There are three fundamental 

aspects that shape its reality: it‟s a huge country, crammed with people, most of whom are 

extremely poor. 

Indeed, it‟s a huge country with a population over 1,100 million people and a GDP at par with 

Spain, but to share, not very equally, among 25 times its population. 

These figures determine, among other aspects, a potential domestic market of formidable 

dimensions. This potential is already a very profitable reality for pioneers in some sectors and it 

will surely be so for most business activities in the medium-term. 

Construction, energy, infrastructure, railways, automotive, chemical, textile, telecommunications, 

information technology… offer attractive business opportunities and are still in a development 

phase in which it‟s not difficult to take solid positions, easier to defend as the market expands, and 

likely to yield substantial returns in the future. 

Additionally, India offers a gateway to other developing regions like East Africa, whose 

commercial networks are mostly in the hands of businessmen of Indian origin, who find it natural to 

procure goods from their native country, and Middle East, with an increasing purchasing power and 

limited industrial capacity. It also offers a privileged location to enter East Asian markets and even 

the whole Asia-Pacific region.  

In addition to these traditional markets there‟s an increasing demand from Global Purchasing 

Teams of western companies, which place India as a priority location for searching for new 

suppliers. Outsourcing targets in low cost countries, which transnational companies set to Purchasing 

Departments on their subsidiaries, represent a sizeable market opportunity for companies that, 

from establishments in India, can meet their needs. For many years, global outsourcing teams of 

numerous international multinationals have been conducting cost studies and developing suppliers in 

a process that, after the recent global economic crisis, has resulted in a frenzied and exponentially 

growing outsourcing activity.   

And all of this market potential is offered in an environment of relatively limited competition. We 

still find two basic types of companies, being the majority of them local enterprises which compete 

with low prices but, as a result of more than 40 years of international isolation, with limited 

competitiveness due to its scarce technology and quality, which create serious inefficiencies and 

costly wastages. On the other side, foreign firms, recently established in India, offer first-class 

technology and quality. However, due to their short experience in the country and rigidity, coming 

from their large size and long distance between the subsidiary and its headquarters (big 

transnational companies were the first landing in India), they offer products and rates which are not 

yet customized to the needs of the local market.  
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Between these two groups there‟s a gap for European SMEs, which can beat local competitors 

thanks to their advanced know-how, and compete with large multinationals due to their higher 

flexibility and ability to adapt, that their structure and smaller size enables. 

Furthermore, consolidating a manufacturing facility in India enables access to: 

 A manufacturing base to produce and outsource products and components at low costs, 

essential for maintaining long-term cost competitiveness in traditional markets. Monthly 

average cost of a semi-qualified employee is still under 100€, for 48 hours per week. At 

the same time, the size of its population and its demographic growth guarantees that, in 

spite of inflation, these costs are sustainable in the short and medium-term.   

 English speaking qualified professionals and employees with whom to develop other 

competitive advantages. On top of the diversity and creativity that a multicultural staff 

brings to a company, employees in the subsidiary, once they know the products, processes 

and technology of the headquarters, can generate an enormous added value in R+D, 

marketing, administration, systems, etc., that will benefit all companies within the group, at a 

cost visibly lower than that they would bear in the headquarters.   

These elements are framed within a socio-cultural context which, although initially might seem 

unintelligible, it‟s closer than we think. We shouldn‟t forget that our culture is ‘Indo-European’ and 

that most of our languages, decisive in shaping our mental structures, derive from Sanskrit, which is 

also the source of most current Indian languages and dialects.  

To that we add a remarkable economic and political stability coming, among other variables, 

from three centuries of British presence, which had a long lasting influence in the establishment of 

English as an official language (mandatory in university education and the main business 

language) and of a western industrial culture, an administrative organization and a judicial 

system in which we can find many common reference elements, which facilitate the communication 

and understanding  required for a successful setup. 

Finally, due to geopolitical and economic strategic reasons, we add the firm commitment shown 

during the last few years by the United States to support Indian development, which in past 

times has shown to be quite decisive in the expansion of other Asiatic economies. The recent 

agreements signed between India and USA on nuclear energy for peaceful purposes, the frequent 

visits from political dignitaries and the settlement in India of a growing number of North American 

government officials are a clear indicator of a new era in the relationship between both countries 

and represent an essential backing to the growth of the Indian economy.   

 

3 Main obstacles 

Even though available opportunities are abundant, obstacles are no less numerous. Among main 

pitfalls its complex bureaucratic framework stands out. From independence until recent times, the 

Administration and Government of India have been adding successive layers of rules and 

regulations making uncountable the number of diverse institutions involved in each administrative 

process and the amount of permits and procedures required for developing any kind of activity.  

Sometimes, the key to obtaining a specific license lays on the ability of the applicant to discuss 

legal grounds and, eventually, convince the concerned official on the specific rules/laws that should 
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apply in the case in hand. This regulatory incontinence provides the perfect environment for the 

proliferation of rampant corruption, which prevails all spheres of Indian society, particularly the 

low and middle levels of its Administration. 

Given the circumstances, for the last few years the Indian Government has made a significant effort 

to reduce and simplify existing regulations, although there‟s still a long road ahead.   

The next hurdle comes from its chronic lack of infrastructure. Energy deficits consistently exceed 

15%, resulting in an irregular supply, with power cuts throughout the country. To that we add acute 

water shortages, dreadful roads and highways, collapsed seaports, saturated communication 

lines… these insufficiencies increase the level of uncertainty in production and logistics and have a 

devastating impact on operating costs.  

At the same time, these deficiencies entail huge business opportunities thanks to the formidable 

investment projects planned, both public and private, in energy supply and distribution, 

construction, water treatment, waste processing, communications, etc. 

Once covered all administrative steps and implemented comprehensive contingency plans to fill 

gaps in basic services, the next obstacle for setting up a business in India comes from a market 

dynamics very different from what we know. It‟s a heterogeneous, opaque market, with a great 

price elasticity in demand, accustomed to fierce negotiations, and with a geographical, cultural, 

legal and tax diversity that decisively hinder marketing, distribution and sales processes. 

In addition to this complexity we face the surprising ease with which reality of the country and its 

people can be misinterpreted. Few things in India are what initially appear to be, and foreign 

visitors show a morbid tendency to draw erroneous conclusions, especially in the first approach to 

the country. From the author‟s point of view, the image of pacifism, spirituality and no materialism 

that First World and even Indians project of themselves is a dangerous distortion of a reality far 

from these and other Western values that are frequently attributed to them. This gap plays a 

major role which must be considered when it comes to make business in India („Being Indian‟, by 

Pavan K. Varma, illustrates brilliantly this disparity). 

This tendency to derive a distorted interpretation of reality is one of the main obstacles for big 

multinational companies that set up in India. It takes time to understand properly how the country 

really works. Hence, the brilliant expatriate managers that come to India for their first time take 

wrong decisions time and again, till they complete their first year of stay, when they start becoming 

aware of their ignorance and find it suitable to postpone new decisions until they acquire a better 

understanding of environment, and thus prevent further damages.   

When the expatriate is capable (often they are) and pays due attention, by the end of the second 

year he/she will be in a position to start taking effective decisions. The problem is that, by that 

time, he is usually in the last stage of his expatriation (the period is typically 2 or 3 years as it‟s not 

easy to find good professionals willing to stay longer in this country) and actions taken will likely 

tend more to achieve immediate results (to show their skills to headquarters with an eye set on their 

upcoming destination) rather than laying the foundation for a long-term growth. 

It is evident the devastating impact this phenomenon has in the organization, motivation of local 

employees, quality standards, customer satisfaction and overall performance.  
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Moreover, it becomes a chronic disease because, after the failure, the corporation sends a new 

expatriate, even more brilliant than the previous one, who ends up repeating the same mistakes of 

the former. It is ironic that despite the warnings often given by the outgoing manager to prevent 

repeating the same mistakes (by explaining to the new manager how strategies proven successful 

in other countries might not be effective in India), the new expatriate will, consciously or 

unconsciously, ignore the advice coming from someone who, after 2-3 years in charge, has 

delivered such poor results. And the cycle starts from there again. This phenomenon, along with the 

distance with headquarters and their difficulty to understand the idiosyncrasy of a market as 

different as the Indian, represent a prime burden for the subsidiaries of large multinationals to 

adapt to the local environment.  

Finally, the rapid economic growth leads to a new addition to the hassle list, which is a dangerously 

increasing attrition rate of managers and technicians. Although a fabulous number of students 

graduate every academic year, they lack the experience that the growing number of local and 

foreign companies requires to cover their medium and high level positions. 

Until this situation is balanced, we will find that the demand for seasoned professionals exceeds, by 

far, the number of qualified staff available, something that is exerting an intense pressure on their 

salaries and is increasing turnover rates to untenable levels, particularly in industries related to new 

technologies.   

 

4 Key success factors for an industrial setup in India 

Fortunately, it‟s precisely this load of arduous obstacles that we have just described which has 
preserved and makes available the fabulous business opportunities initially listed.   

Every business activity involves, by definition, difficulty and effort. It‟s our responsibility as 
managers to define and implement the actions required to minimize the risks undertaken and 
circumvent encountered obstacles.  

Along this chapter we describe some key success factors for a setup in India, with an aim to 
contributing to the design of an effective set of strategies & tactics. 

The following recommendations have been derived from the author‟s 14 year experience leading 
business setups in India, plus those of many other expatriates of diverse companies from all around 
the world with whom he shared those years. 

 

4.1 Key success factors… at the headquarters 

The decision of establishing in a foreign country should be the result of a thorough strategic 
analysis and must to be backed by a firm commitment from the Board of Directors, which is 
essential to face the numerous obstacles that will undoubtedly emerge during the process.  

This commitment is also vital to ensure the support from the diverse functional areas within the 
company, and the availability of economic and human resources required to carry out the 
establishment. 



     

10 February 2011 www.indolinkconsulting.com 

 

Another essential requirement is an exhaustive research and analysis work to be done 
beforehand, which should include a fine risk assessment and crosscheck the availability of sufficient 
financial and technical capabilities to carry out the project. 

It‟s amazing to see, even nowadays, how European businessmen sign joint venture agreements with 
the passenger seated, in the plane, next to them on their first trip to India (and hardly any further 
probe). With such an approach, it‟s no wonder the high rate of failure that this kind of „ventures‟ 
entail.  

It‟s equally crucial to have a certain competitive advantage over local industry to beat Indian 
manufacturers who “play on their ground”. Any edge which adds value to the client will do: brand 
image, design, process technology, quality, service… and it must to be clearly recognized in 
advance to ensure its proper capitalization and sustainability. 

All above information must be translated into a realistic Business Plan, with a long-term view, 
which should include a coherent and comprehensive financial plan. Given the uncertainty we will 
struggle with, it‟s critical to set a reference point to check the plausibility of our assumptions and use 
it as an indication of our progress and eventual deviation from traced route. 

As we pointed out previously, things in India are not always what they appear to be and it takes 
time to get to understand the country; that‟s why it‟s advisable to count on good and reliable local 
advisors. It‟s more appropriate to focus on our core business processes and leave local issues to 
trustworthy experts. 

„Don‟t try to re-invent the wheel”, too frequently we make the mistake of looking down on 
experiences of others who went through the same path before. In addition to professional 
consultants, already established foreign companies provide an extremely valuable source of 
knowledge.  

However, it‟s convenient to be careful while gathering that information, particularly when we 
address managers in the headquarters that, because of confidentiality reasons, political correctness 
or, simply, plain ignorance, may offer a much distorted version of reality. It‟s advisable to invest 
some time during the initial prospection trips in exchanging impressions with expatriates of other 
companies, who have lived these experiences first hand and are, generally, keen to share them 
openly. 

The last, but not least, aspect on the side of the headquarters is proper internal communication. 
More than ever, in the current context, with an increasing social sensitivity towards industrial multi-
locations, it‟s imperative to adequately inform on the objectives, strategies and tactics to all 
stakeholders, from shareholders and managers to employees or even customers and suppliers, since 
if any of these groups feels exposed by the process it will generate resistances which may 
unnecessarily embroil the project. 

 

4.2 Key success factors…in the subsidiary 

The most important success factor on the side of the subsidiary is the right personnel recruitment. 

Whenever possible it‟s worthwhile to depute an expatriate who, among his duties, will be 
responsible for the transfer of company‟s culture to its subsidiary, while absorbing the know-how 
needed for the parent company to adapt its business to the local environment. 
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The ideal expatriation period should exceed 3 years and we recommend looking for people with 
common sense, high internal motivation, certain maturity, observation ability and a reasonable 
balance between flexibility and tenacity. 

With regard to the recruitment of local staff, the complex social and labor relationships in India, 
coupled with its fickle labor regulations, make it imperative to initially rely on the support of local 
experts; newcomers in India tend to pay attention to wrong features. It‟s more important to search 
for honesty, discipline and correct motivation rather than language proficiency, friendliness or 
image. 

Considering the rising rates of staff turnover it‟s essential to keep in mind that if our recruitment 
process focuses on attracting mercenaries, that‟s exactly the type of employees we shall get… 

Regardless of our skills to select suitable candidates, it‟s highly improbable to hit in 100% cases. 
Therefore, more important than the selection process itself is the exhaustive initial follow-up to 
corroborate our success or to rapidly identify and set aside those candidates who don’t fit into 
the project, both for expatriates as well as local staff. 

Another primary element is adaptation to the country. It‟s vital to exert flexibility to adapt to the 
destination country from the products and processes to our own management philosophy. We 
should try to start as from scratch, observing reality and acting consequently, with the least possible 
basic assumptions, whose validity in India is to be previously verified.  

The importance of establishing a systems-oriented organization is a factor that presents special 
difficulties, given many SME‟s culture. Personally oriented organizations, so common in that 
environment, entail a heavy burden in the companies‟ growth; sooner or later comes the time when 
excessive workload and new challenges overcome managers‟ capacity, who, without a robust 
management system and sufficiently well-structured processes, delay decision-making to a level 
that strangles the expansion process.   

If personality based organizations represent a bottleneck in the development process in known and 
stable environments, in a foreign setup, thousands miles away, with new staff, without experience in 
our activity, from another culture and with different language, in a rapidly expanding market… its 
effects can be devastating. In this context it‟s fundamental to define and implement a well 
designed management system, documenting simple, clear and effective work procedures, which 
ease personnel training and speed up decision making. This approach is essential to quickly get the 
maximum advantage from the new equipment and installations, as well as to counteract the 
increasing staff rotation prevailing in India.   

The implementation of all the processes an industrial setup entails will require, additionally, a 
sizeable effort in technical and management training of the new team. Cross-visits are 
recommended, both technical staff from headquarters to subsidiary, as well as middle and senior 
managers from local company to headquarters. If this task is planned and performed properly, we 
will speed up the process, ease the understanding of headquarters with respect to the country and 
its people, and increase the sense of belonging of personnel in the subsidiary. The ultimate goal 
should be to reach a situation where there‟s a two-way learning process.      

Once initial goals are covered, the pinnacle of success would be to fully exploit the 
numerous strengths and opportunities India offers. Once we‟ve trained a local team that masters 
our processes, products and markets, we can leverage that capability, at low cost, in order to 
expand our business lines, approach new markets and develop other competitive advantages 
(R+D, design, quality, marketing, sales, systems…) that could enable the achievement of an ever 
flourishing company. 
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4.3 Communication and cultural differences 

All recommendations given in previous sections are embedded in a cultural environment that 

substantially differs from what we are used to. The Indian culture, apparently similar to ours, 

friendly and inclusive, and the widespread use of English do facilitate understanding. However, 

there are subtle differences between their values and behaviors and ours which we should 

recognize. For example, their traditional way of greeting, which entails courtesy and respect, 

willfully reflects hierarchical position, a fundamental variable in the structure of Indian society, with 

a decisive role in their relationships.  

India is a mixture of tradition and modernity, where international management styles coexist with 

very traditional business protocols. This has important implications we sometimes find difficult to 

accept. 

In general, it‟s important trying to understand the local mindset and being ready to adapt, but 

without losing sight of our values and convictions. It‟s recommendable to treat people with utmost 

respect, but keeping distances and remaining attentive until we understand well the rules of the 

game.   

The ideal would be to create in our subsidiaries a “fusion culture” that combines the best of both 

worlds. 

Finally, communication is the key to access this „blue ocean‟. Use of English, an official language 

mandatory in university studies and widespread in business, facilitates mutual understanding. 

However, beyond the difficulties involved in interacting in a second language, cultural and context 

nuances introduce variables that sometimes distort the process.  

In general, Asian people seek harmony in interpersonal relationships. Due to their education, they 

will be inclined to agree although deep down they may dissent or, simply, fail to understand. 

In this sense, if during a conversation we want to obtain actual information from our interlocutor, it‟s 

convenient not to imply the expected response in our question, otherwise, that is probably the 

answer we will get. 
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5 Summary 

In this article we have shown how to break a conflict caused by a distorted perception of risk, which 

has paralyzed for years the internationalization of many SMEs. 

We have listed some of the great business opportunities India offers to those companies ready to 

take the challenge that a foreign setup implies, along with the main barriers that obstruct their 

achievement. 

Finally, based on our experience, we have proposed a number of recommendations aimed at 

overcoming the obstacles presented. 

We believe that, taking aforementioned precautions and with a proper dose of common sense, 

patience and tenacity, a good deal of companies could take great advantage from these 

opportunities. 

This article pursues a second goal, not mentioned in its introduction, which aims at presenting some 

of the basic tools and principles of a powerful management philosophy, the Theory of Constraints 

(TOC), developed by Dr. Eliyahu Goldratt. 

The experience of thousands of organizations, which over the past 25 years have managed to 

substantially improve their results thanks to the application of TOC principles, reveals that any 

system in reality, however complex it may seem, is ruled by just a few elements. If we find out how 

to identify and manage properly its limitations, we can achieve, in a short time, an exponential 

growth in its performance and stability. 

TOC provides an effective methodology to respond to the three central questions in the 

management of any organization, what to change, what to change to, and how to cause the change. 

To answer these questions, TOC employs tools such as the ‘current reality tree’ with which we 

presented the root cause analysis of undesirable effects that numerous industrial companies are 

experiencing nowadays, the ‘evaporating cloud’ which was used to show the conflict between 

setting up or not in low cost countries and the ‘layers of resistance’, whose outline has been 

followed in structuring this article.  

The author is at disposal of readers who wish to deepen their understanding of this methodology 

and tools, or use them to address the other root cause identified in the analysis; that is to learn how 

to develop a decisive competitive edge that will enable them to have an ever flourishing company. 
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